Formula apportionment and transfer pricing under oligopolistic competition by Nielsen, Søren Bo et al.
A joint Initiative of Ludwig-Maximilians-Universität and Ifo Institute  for Economic Research
Working Papers
May 2001
CESifo
Center for Economic Studies & Ifo Institute for Economic Research
Poschingerstr. 5, 81679 Munich, Germany
Tel.: +49 (89) 9224-1410
Fax: +49 (89) 9224-1409
e-mail: office@CESifo.de
Í
An electronic version of the paper may be downloaded
· from the SSRN website: www.SSRN.com
· from the CESifo website: www.CESifo.de
* This paper was written while the third author was visiting EPRU in Copenhagen. We wish to
thank seminar participants at the University of Copenhagen, the University of Macquarie, the
University of Flinders, and at the Norwegian School of Economics and Business Administration
for helpful comments and suggestions. Financial support from The Research Council of Norway
and EPRU is greatly appreciated. The activities of EPRU are financed by a grant from the
Danish National Research Foundation.
FORMULA APPORTIONMENT AND
TRANSFER PRICING UNDER
OLIGOPOLISTIC COMPETITION*
SÝren Bo Nielsen
Pascalis Raimondos-MÝller
Guttorm Schjelderup
CESifo Working Paper No. 491
CESifo Working Paper No. 491
May 2001
FORMULA APPORTIONMENT AND TRANSFER PRICING
UNDER OLIGOPOLISTIC COMPETITION
Abstract
This paper demonstrates that under conditions of imperfect (oligopolistic)
competition, a transition from separate accounting (SA) to formula
apportionment (FA) does not eliminate the problem of profit shifting via
transfer pricing. In particular, if affiliates of a multinational firm face
oligopolistic competition, it is beneficial for the multinational to manipulate
transfer prices for tax-saving as well as strategic reasons under both FA
and SA. The analysis shows that a switch from SA rules to FA rules may
actually strengthen profit shifting activities by multinationals.
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